Hospitals historically have permitted access to health care by writing off uncompensated services to bad debt or free care for those who could not pay all or part of their bill. Faced with growing numbers of uninsured patients and an increasingly competitive environment, hospitals may find it difficult to continue this practice. The absence of explicit government programs places increased pressure on hospitals to bear the cost of care for indigent patients. At the same time, hospitals are facing unprecedented cost increases and find it more difficult to pass these costs on to paying patients.
To ensure access to necessary care, as well as to mitigate the effect of uncompensated care on the financial status of hospitals, several states have formed special hospital revenue pools to provide explicit reimbursement for uncompensated services. Generally, the pools transfer revenue collected from third-party payers by establishing a trust fund or other mechanism. Some states also have passed, or are considering passage of, universal health insurance bills. The growing use of special revenue pools and the expanding fiscal pressures associated with caring for the uninsured make it important to discern who benefits from uncompensated care, to understand the intended effects of legislation.
Uninsured patients have been the subject of considerable research because they are believed to be major recipients of uncompensated hospital care. Little is known about patients whose unpaid bills are written off by hospitals-that is, who actually receive free care or incur bad debt. In particular, little is known about the prevalence of free care among insured populations. One of the major reasons for the scarcity of D ATAWATCH 149 studies is that financial data on eventual reconciliation of hospital bills are normally not collected by third-party payers or government agencies.
To our knowledge, only four investigations that examined hospital financial records to determine characteristics of patients with unpaid bills have been published. 1 Generally, the studies found that the majority of sampled patients had small bills and that much of uncompensated care was for nursery, pediatric, and obstetrical services. All four studies have important limitations. Only two compared recipients of uncompensated care with the general patient population, and these were based on the same teaching hospital in Tennessee, a state that did not have an uncompensated care pool. 2 A third study, although comprising over 14,000 observations, described a population of patients in Florida who "seemed likely contributors to the problem" of bad debt and free care. 3 This sampling scheme makes it difficult to generalize these results to the universe of patients who actually did not pay their bills. None of these four studies differentiated between patients whose bills were written off as bad debt and those who were awarded free care.
In this study, we focus on six hospitals in Massachusetts that represent a spectrum of size, teaching status, and location. At each institution, we examined the characteristics of all patients whose unpaid bills were subsequently written off to the Massachusetts statewide uncompensated care pool; we compared their characteristics with those of all patients treated and discharged at those hospitals during the same fiscal year. In addition, we differentiated between patients whose bills were written off to bad debt and those who were awarded free care. The provision of free care may be a much better indicator of medical hardship than is the insurance status of a patient.
Data And Methods
Data sources. Our study included one urban public hospital, two major urban teaching hospitals, and three suburban/ small city community hospitals in Massachusetts. We selected all patients whose hospital charges were written off to uncompensated care during the third quarter of fiscal year 1988 (April-June).
The data were initially collected by the Public Consulting Group from the administrative logs of bad debt and free care write-offs at each of the study hospitals. The administrative logs, or write-off accounts, are required by the Massachusetts Rate-Setting Commission but are not routinely tabulated. The logs identify all patients who are designated as having received uncompensated care. The data available included the patient's name, medical record number, amount and date of write-off, and type of uncompensated care. Uncompensated care from the writeoff log was coded as either bad debt or free care. In 1987, a patient in Massachusetts with income less than twice the poverty level was eligible for free care; patients with higher incomes may have been eligible for free care according to a sliding scale adjusted for total charges.
To identify patients' insurance status and other characteristics, the administrative logs for the sampled patients were linked by medical record and billing number to hospital discharge abstracts from the state rate-setting commission. The discharge abstracts included data on expected payer, total hospital charges, age and sex of patients, admission route, hospital service, and diagnosis-related group (DRG). The expected payer variable identifies the patients' insurance status. In addition to obtaining patient-level data on the study subjects, we obtained summary statistics from the Massachusetts Health Data Consortium on the total general patient population at the six hospitals for FY 1988. Relationship between expected payer, bad debt, and free care. Information from hospital discharge abstracts indicates patients' expected payer source, or insurance status, usually determined at admission. Patients covered by Blue Cross or commercial or government insurance are classified as insured. Patients who report no source of coverage fall into one of two uninsured groups: (1) self-pay patients are those who are presumed to be uninsured but whose income is above the cutoff point for free care eligibility; and (2) "no-charge" patients are also presumed to be uninsured but have incomes low enough to qualify for free care. In some hospitals, all uninsured patients are coded as self-pay on the discharge abstracts until a determination of free care eligibility is made later.
Reconciled payments are derived from hospital administrative logs and refer to actual amounts that are eventually paid or unpaid. The paid amount comprises payments by insurance companies (third parties) and the portion of bills paid by patients out of pocket via deductibles and coinsurance. The unpaid amount is referred to as uncompensated care, which comprises unpaid bills from any patient regardless of the expected payer and can be grouped into free care and bad debt. 4 Free care is measured in charges and represents services to uninsured and insured patients who formally apply and are unable to pay all or part of the bill. Patients classified as "no charge" on the discharge abstract are subsequently classified as free care recipients in the write-off logs. Patients classified on the discharge abstract as being self-pay or insured are awarded free care for some or all of their bill only if they apply for free care and are eligible. Bad debt is measured in charges and represents services provided to patients who are presumably able to pay their bills but do not.
5 When a hospital stops trying to recover payment on an unpaid bill, unpaid charges are written off and the patient is classified in the write-off log as a bad debt case. Most of our understanding about uncompensated care comes from analyses of patients who are presumed to be uninsured at discharge. The assumption is that, for the most part, insured patients pay their bills and uninsured patients do not. These expectations, however, may not be entirely accurate. Patients thought to be uninsured may pay some or all of their bills or become eligible for Medicaid. Alternatively, patients with insurance may have inadequate coverage and so may not pay some or all of their bills. The unpaid portions of these bills are then written off to either bad debt or free care accounts, depending on the size of the patient's family income. Hence, those who are thought to be uninsured at discharge may be quite different from those who actually account for uncompensated care. The focus of this study is on the characteristics of patients whose unpaid bills were written off to uncompensated care.
Data analysis. We first calculated descriptive statistics on the number of patients and the total dollar write-off amount for groups of patients classified according to demographic (age and sex), financial, and clinical characteristics. Financial characteristics included the expected payer, amount of write-off, amount of total charges for the hospital stay, and assignment to bad debt or free care. As is conventional practice, we categorized patients as uninsured if they were listed as self-pay or no charge on the discharge abstract. 6 Clinical variables included admission source (emergency department versus any other source), hospital service (for example, medical, surgical, or obstetrical), and DRG. To gain a better understanding of the diagnostic case-mix of the population, we identified DRGs and major diagnostic categories (MDCs) that accounted for the greatest proportion of write-off cases and amounts.
Next, we compared the characteristics of uncompensated care patients in our sample with those of the general patient population discharged during FY 1988. Ideally, we would have calculated relative risks-that is, the proportion of one patient group written off to uncompensated care relative to the proportion of another group written off, However, as with virtually all hospital discharge abstract data, information on the denominator population obtained from the Massachusetts Health Data Consortium included only expected payer, not eventual payment status. Charges often are not reconciled until several months after a patient is discharged. Thus it was impossible to determine the eventual payment status for a particular patient hospitalized on a given date using the hospital discharge data. To approximate the relative risk of being written off to uncompensated care, we calculated the ratio of population proportions in the two samples-that is, the proportion of patients with each characteristic in the write-off population relative to the proportion of patients with the same characteristic in the FY 1988 general population. 7 For example, the ratio would equal 1.0 if the proportion of males in the write-off sample were equal to the proportion of males in the general population. A number greater than 1.0 would indicate that males were overrepresented in the uncompensated care sample relative to their prevalence in the general inpatient population.
Write-off data that we obtained included all patients who were written off during the third quarter of FY 1988, although their inpatient stays may have occurred in previous quarters. We determined that they were discharged mostly during the previous twelve months in a roughly even distribution by quarter. Thus we thought that seasonal bias would be minimal and used the entire FY 1988 population at the six hospitals as our reference population. Finally, we calculated comparable relative proportions based on a ratio of the share of unpaid amounts in the write-off sample to the share of total charges in the general population.
Results
The study sample included 2,332 write-off cases and nearly $5 million of uncompensated care at the six hospitals (Exhibit 1). The general patient population in FY 1988 included 69,719 patients discharged with total charges of $428 million. Write-off cases during the third quarter represented a little over 3 percent of discharges for the fiscal year; percentages ranged from 1.5 percent to 5.3 percent at the six hospitals. The majority of write-off cases (1, 364) were from one of the private hospitals, Hospital B. That facility also had the most discharges (32,863) and the second-highest total charges ($161 million). Because of this skewed distribution, the statistics that use observations pooled from all hospitals could reflect inordinately the characteristics of patients at this single facility. Where substantial variation among the six facilities made pooling results clearly inappropriate, we show the range.
Demographic characteristics of write-off patients. As indicated in Exhibit 2, half of the patients with unpaid bills fell between ages twentyfive and sixty-four and accounted for more than 70 percent of the total write-off amount, Only around 6 percent of write-off patients were age sixty-five or older. The relative proportion based on number of cases was greatest for those ages eighteen to twenty-four (1.71) and least for those age sixty-five and older (0.24). The relative proportions based on writeoff amounts followed similar patterns as those based on number of cases.
The majority of patients with unpaid bills were female (55 percent), but most of the uncompensated care amounts were charged to males (59 percent). Three hospitals did not offer obstetric care, and in two of them-Hospital C and Hospital A-only about 35 percent of the cases and about 30 percent of the amounts were attributed to female patients.
Insurance status. Although uninsured patients (self-pay and no charge) accounted for a substantial portion of write-off cases and amounts, insured patients were also well represented (Exhibit 2). Selfpay patients accounted for 35 percent of write-off cases and 59 percent of uncompensated amounts. (Only a small number of write-off patients, 2 percent, were preapproved for free care-that is, were listed as no charge.) The payer class with the second-highest participation in the write-off accounts was commercial insurance. Hospital E, the smallest in the sample, wrote off more. uncompensated charges to commercially insured patients than to uninsured patients (32 percent versus 23 percent). Commercial insurers may be more likely than Blue Cross programs to offer traditional indemnity plans that reimburse subscribers a set amount for services received, which might explain their sizable contribution to uncompensated care.8 Altogether, insured patients accounted for nearly two-thirds of cases and about one-third of charges written off to uncompensated care.
Size of write-off amounts. Overall, the average unpaid amount was $2,119. However, a small number of cases with large unpaid bills accounted for a substantial portion of the write-off amount (Exhibit 2). Small bills can place a heavy burden on the collection departments of hospitals and therefore are important to examine as well. Almost onehalf of the write-off amounts were very small ($500 or less), but altogether they accounted for only about 4 percent of the total. Furthermore, the distribution of write-off amounts varied by insurance status.
Only 18 percent of write-off amounts for the uninsured were for $500 or less, while over 7 percent were for $10,000 or more. Comparable figures for insured cases were 62 percent and 1.5 percent, respectively. We also examined the distribution of write-off amounts specifically for patients awarded free care. It is interesting that many of the free care write-offs were also for very small amounts: 29 percent of the write-off cases for free care patients were for $500 or less. Small free care amounts presumably reflect unpaid deductibles and coinsurance for insured individuals who still met the free care eligibility criteria.
Some hospitals appeared to be more concerned with collecting small amounts than others. The proportion of write-off cases represented by small bills varied tremendously by hospital, from 3 percent in Hospital C to 60 percent in Hospital B. Nevertheless, even at Hospital B, small bills constituted only around 10 percent of the total uncompensated amount.
Admission route and clinical condition. Most of the write-off patients were admitted via routes other than the emergency department and were treated in the medical/ surgical service (Exhibit 2). A little over one-third of write-off cases were admitted through the emergency department, ranging from 22 percent at Hospital E to 53 percent at Hospital C. For each route of admission, the relative proportions based on cases were close to 1, indicating that emergency admissions were no more common for write-off patients than for the general patient population. However, the relative proportion based on write-off amounts was substantially higher for emergency patients (1.35).
We examined the most common and the most expensive clinical conditions of patients in the write-off pool (Exhibit 3), Altogether, 33 percent of cases fell in two major diagnostic categories: 18 percent in MDC 14 (pregnancy, childbirth, and puerperium) and 15 percent in MDC 15 (newborns and other neonates). The relatively higher frequencies but lower dollar amounts for the pregnancy-related conditions are obviously associated with the higher numbers and lower write-off charges for females, as noted previously. The two categories with the highest total write-off amounts, on the other hand, were MDC 6 (digestive system) and MDC 5 (circulatory system), which together account for 16 percent of cases and 26 percent of write-off amounts.
Comparing bad debt and free care cases. Nearly two-thirds of the total dollar amount of write-off was for free care; the remainder was attributed to bad debt (Exhibit 4). Despite the lower amount of uncompensated charges, bad debt represented the majority of write-off cases. In other words, free care cases were less frequent but had larger write-off amounts per case. On further investigation, we found that the ratio of write-off charges to total charges for the entire inpatient stay was much higher for free care cases (50 percent) than for bad debt (30 percent). Source: Authors' calculations, based on data from study hospitals and from the Massachusetts Health Data Consortium. Notes: Confidence limits and information on statistical significance are available from the authors. Rank is relative to all twenty-three MDCs; MDC number is shown in parentheses following description. Data for write-off cases and amounts are for third quarter, fiscal year 1988, from hospital write-off logs. In ratios of write-off cases and amounts to all patients. data for all patients arc for the full fiscal year 1988, for all six study hospitals.
This finding probably reflects the fact that free care is more likely to be awarded for the entire bill, while bad debt normally results from unpaid portions of bills. The proportion of write-off amounts represented by bad debt and free care varied by hospital. Four of the six hospitals had higher write-off amounts for their free care than for their bad debt. At Hospitals E and F, however, free care amounts were 32 percent and 43 percent of their write-off totals, respectively. For the remaining analyses, we stratified the sample by free care and bad debt status and examined each separately. Although patients with free care had higher average write-off amounts, the distribution of their clinical conditions and insurance types was similar to that of patients with bad debt. For example, the MDCs for pregnancy and newborns were the most common for both types of patients. For the remaining MDCs, the distribution of cases was also similar for the two groups.
We expected insured patients to predominate in the bad debt population; this turned out to be the case (Exhibit 5). To our surprise, insured patients were also evident in large numbers in the free care population. For example, in the free care ledgers, 50 percent of patients were insured and accounted for 24 percent of the free care amounts. The proportion of patients receiving free care who were insured varied widely by hospital, from 19 percent at the public hospital to 100 percent at the smallest hospital. The figures for the remaining four sites ranged from 36 percent to 75 percent. Although there is variability by hospital, these data suggest that a large number of insured patients may be underinsuredthat is, they may have inadequate coverage relative to their incomes and subsequently are written off to free care.
Policy Implications
We believe that our findings offer several salient insights relevant to public policy. First, while uninsured patients accounted for much of uncompensated care overall, most of the bad debt and nearly a quarter of the free care amounts could be traced to insured patients. Second, a small number of cases with large unpaid bills accounted for a substantial portion of the write-off amounts. And third, pregnant women and newborns were a frequent source of uncompensated care write-offs in 1988.
These findings have direct implications for understanding the impact of universal health insurance on uncompensated care. Those likely to benefit most from an expansion of health insurance will be patients who are currently uninsured and the hospitals that treat them. Many of these patients presumably would acquire some insurance coverage if their state adopts universal insurance provisions. However, universal health insurance will by no means eliminate bad debt and free care. The bulk of cases and a large portion of the dollars charged against the pool were from patients who were already insured. These groups are unlikely to be strongly affected by expanded availability of health insurance. As the cost of health care increases, the willingness of third-party payers to provide truly comprehensive coverage diminishes. Thus, uncompensated care is likely to continue to be an institutional concern even if universal health insurance is achieved.
Although we did not collect data on uncompensated care provided by individual physicians, the same logic may apply. Certainly the amount of free care provided to poor, uninsured patients would decrease substantially under a universal coverage plan. But universal coverage does not imply universal payment. Forgiving portions of medical bills belonging to poor patients with private insurance would continue to be an important charitable function of physicians in private practice, as they encourage access to care for disadvantaged groups. 9 More than ten states now have pooling or other payment mechanisms in place to cover the costs of unpaid bills, including both bad debt and free care. 10 Although they are usually lumped under a single rubric, the two types of uncompensated care may fulfill very different functions. When carefully defined, free care allows persons experiencing medical hardship to legitimately avoid paying their bills. Bad debt, on the other hand, may in many cases merely represent default on payments by persons who can afford to pay for their care. In our study, 58 percent of the cases represented bad debt and the remaining 42 percent free care. But what is an appropriate split? States concerned with issues of access and affordability by underinsured individuals might wish to expand the availability of free care while controlling other uncompensated costs by capping the proportion of bad debt that can be reimbursed. One option for easing free care eligibility would be to institute a sliding scale of medical indigence based on the size of the bill and the patient's ability to pay, rather than to have a simple income cutoff. Since the time of these analyses, Massachusetts has implemented both of these strategies.
Pregnant women and their babies are one major source of current write-offs who may be affected by recently enacted state and federal initiatives. In the past few years, federal legislation has expanded Medicaid eligibility to permit coverage of pregnant women and their newborns with incomes under 185 percent of poverty.
11 Formerly, many of these patients were awarded free care and charged to the uncompensated care pool. In spite of this advance, gaps remain. Undocumented aliens and poor women with incomes just above the cutoff point may continue to receive uncompensated services for obstetrical and newborn care.
We were surprised to find that patients admitted through the emergency department were not at high risk of uncompensated care. We have no obvious explanation for this result, which runs counter to beliefs based on research showing links between emergency services, insurance status, and uncompensated care. 12 However, the proportion of emergency department write-off amounts relative to all emergency charges in the general patient population was high, perhaps reflecting a tendency of emergency patients to generate larger unpaid bills.
The few studies that have investigated the actual source of uncompensated care by examining unpaid bills and free care write-offs have found that patients who receive uncompensated care are likely to be female, be admitted through the emergency department, have self-pay listed as their expected payer, and receive care from the pediatric or obstetric services. 13 As noted above, these studies have important limitations. To our knowledge, our study is the first to examine the characteristics of patients awarded free care versus those charged to bad debt.
Because of limitations in the sample and data, broad generalizations should be made with caution. First, this study was based on six hospitals in Massachusetts, whose uncompensated care pool was established under Chapter 574 of the Acts of 1985 (effective FY 1986). The law's central aim was to provide direct funding to cover the costs of treating bad debt and free care patients. All private insurers contribute to the pool. Deon October 16, 2017 by HW Team spite the establishment of the risk pool in Massachusetts, certain aspects of the hospital environment still may have discouraged the treatment of patients who are unable to pay. For example, delays in auditing, some variability in the eligibility levels, and a history of frequent change and regulatory complexity may have led to confusion and uncertainty on the part of both patients and providers. Nevertheless, because of the pooling provision, individual hospitals no longer had a strong economic incentive to avoid caring for the uninsured. 14 A different environment exists for hospitals in states without pools or similar regulatory measures, where losses due to bad debt/ free care are in effect "cost-shifted" to charge-paying insurers. In practice, these hospitals are rarely able to recoup all uncompensated care losses by adjusting their charge structures. Because hospitals in these states may face significant financial disincentives to treat patients who are not likely to pay their bills, the distribution of expected payers and uncompensated care may differ from the Massachusetts experience.
We also caution that one of the study hospitals, a major teaching hospital, accounted for the majority of the cases. However, with the exceptions we noted, the major conclusions hold in most of the study hospitals. Finally, the true relative risk of being written off to bad debt or free care for hospital patients with a particular characteristic is unknown. However, the relative proportions reported here may provide a good approximation until a more exact approach can be taken.
The burden of health care expenses, coupled with inadequate insurance, poses as much of a problem as does a total lack of insurance. 15 At least 12 percent of the privately insured population under age sixty-five may be underinsured. 16 Underinsurance for those age fifty-five and older may be a particular problem, since they face higher medical costs at the same stage in their lives when employment opportunities diminish. As long as individuals are responsible for a major share of their health care expenses, some will either do without care or be unable to pay for the care they receive. As the states and the federal government explore methods of expanding health insurance coverage to include uninsured Americans, adequacy of coverage will remain a crucial issue. 
